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FOREWORD 


The Committee on Agriculture receives many inquiries concerning 
Government subsidies in all fields, as well as requests for information 
relating to the cost of agricultural programs. The following review 
has been prepared with the thought that it may be useful to Members 
of Congress and others interested in these subjects. 

Haroip D. Cootry, Chairman. 
III 





GOVERNMENT SUBSIDY 
HISTORICAL REVIEW 


The subsidy is the oldest economic principle written into the laws 
of the United States. 

It has been used from time to time since the inception of this 
Government to influence the direction of economic development and 
to moderate the impact of the normal workings of supply and demand. 
The principle has been employed to promote science, the arts, research, 
and for other Government aims and purposes. 

When the First Congress convened in 1789 its first act was to devise 
a system for administering oaths. The next business by the Mem- 
bers—legislating for the new Nation then populated almost completely 
by farm people—was the enactment of a tariff law, to protect and 
promote the infant and frontier industrial development of America. 
Significantly, moreover, this legislation set up a special subsidy mech- 
anism to encourage the de -velopme nt of an American merchant fleet. 
It stipulated that goods imported into the United States on American 
vessels should have a 10 percent reduction in customs duties, and a 
tonnage tax also was imposed in favor of American shipping. 


GROWTH OF SUBSIDIES 


From this early beginning, subsidies through the years have taken 
many and various forms. 

The Government granted 6,340,339 acres of public lands to private 
interests, between 1827 and 1866, to encourage canal building and 
river improve ment, in addition to rights-of-way grants. The Govern- 
ment made other contributions by direct appropriations, stock sub- 
scriptions, and loans to private canal comparies. 

Approximately 183 million acres of Federal and State lands were 
granted to railroads between 1850 and 1871. 

Many millions of dollars have been assigned by the Federal Gov- 
ernment to ocean and airmail subsidies, to foster the development of 
transportation, as was the case in the special considerations for rail- 
roads and waterways. ‘The first mail subsidy was paid more than 
100 years ago, in 1845, according to available records. 

Additional millions of dollars have been used to subsidize the 
building of ships on American ways. As a recent illustration, approx- 
imately $40 million in subsidy was paid on the private luxury liner, 
United States, that plies between this country and Europe. The total 
cost of the ship was given as $76,800,000. 

While originally the subsidy mechanism was employed to expand 
transportation, to encourage foreign trade, and to foster domestic 
industrial development, more recently subsidy and subsidylike pro- 
grams have multiplied to such an extent that their impact is felt by 
virtually all elements in the Nation’s economic structure. 











2 GOVERNMENT SUBSIDY 


TO CONDEMN OR TO PRAISE 


The Legislative Reference Service of the Library of Congress, in 
a special survey, Subsidy and Subsidylike Programs of the United 
States Government, concludes: 

Diverse as these subsidy programs are, it is unrealistic either to condemn or 
to praise Federal subsidies as such. Each particular program which is determined 
to contain an element of subsidy must be judged independently, taking into 
account the economic, social, and political conditions prevailing at the time. 

Any broad condemnation of subsidies as such confronts these hard 
facts: 

America’s infant industry, without the aid of subsidy laws in the 
early years after the formation of this independent Nation, would 
have been slow to develop and the emergence of the United States 
as a world power could have been retarded for many years. 

Without subsidy there would have been no early development of 
an American merchant fleet. The first accomplishments of inland 
transportation in this country—by canals and river improvements— 
would have been delayed. 

Had there been no subsidy, in the form of extensive assistance to 

railroads in spanning the continent, the settlement and development 
of the West would have been retarded for years. 

The age of air travel in America, unless aided by subsidy, would 
have been late in arriving, and the contribution of airpower to our 
military preparedness would have been slowed down. 

Without subsidy, no commercial seagoing ships—perhaps even 
now—would be built on American shores. 

Subsidy has had a substantial and beneficial role in the Nation’s 
overall industrial development. 

It has been important in aiding the economy and the people— 
especially in times of depression. 

It has been essential in stimulating vital production in wartime. 

It has financed scientific development. 

It has been used in efforts to balance the economic positions of vast 
segments of our total society. 


TO DEFINE A SUBSIDY 


Any study of the subsidy principle and its history and place in the 
Nation’s economy and social structure is complicated by definition. 
There is no unanimous or uniform agreement on what constitutes a 
subsidy. 

Some contend the tariff system is a subsidy structure, since it in- 
volves Government action that enables protected industries to charge 
more for their goods in the American markets. Moreover, some 
consider that accelerated tax amortization for defense plants subsi- 
dizes the owners of these plants, that ‘depletion allowances” provide 
subsidylike benefits to the petroleum and some other industries, that 
Federal non-interest-bearing deposits of billions of dollars in private 
banks and certain services of the Federal Reserve System amount. to 
subsidies for large private bankers, that sale of Federal surplus prop- 
erty at a loss is a subsidy to the purchasers, and that the postal deficit 
on second-class mail is a subsidy to business. Others confine their 
definition to direct Government payments, to the remission of charges, 
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and to the supplying of commodities or services at less than cost or 
market price. 

There is one concept of subsidy which extends to all persons and 
enterprises whose economic positions are improved, or whose purposes 
are advanced, as the result of Government action. This embraces 
industries whose profits would be less without protection of the tariff 
laws and the many other statutes that soften the full force of compe- 
tition in a private enterprise economy; and this broad definition 
likewise encompasses all working people whose earnings are greater 
because of minimum wage, collective bargaining, and immigration 
laws. 

It is pointed out, by those favoring this definition, that the economic 
benefits accruing to industry and labor, from Government policies, 
are paid for—as are the costs of the farm program—by the general 
consuming and taxpaying public. 


INDUSTRY, LABOR, AGRICULTURE 


Thus virtually all the population would seem to be in a subsidy 
recipient posture and, moreover, almost all are participating in the 
payment of the costs. It is certain that the total population feels 
the economic impact of the subsidy programs for industry, labor, and 
agriculture. 

In this overall subsidy concept the Nation’s agriculture no doubt is 
a lesser recipient than either industry or labor. Yet the farmer, in 
some areas of public opinion, seems to have been cast in the role of 
chief villain in a drama of Government largesse. 

Perhaps an explanation is that public acceptance of a particular 
subsidy may relate directly to how well it is disguised as such, and to 
its ads aptability for being covered up in bookkeeping. It certainly is 
true that, in the broad definition of subsidy, there is no way to measure 
in dollars the benefits to industry and to labor from all the laws 
aiding them; yet the principal costs of agriculture’s programs are 
constantly subjected to strict and public accounting. 

In the case of industry and labor, the benefits from Government 
policies are paid largely by consumers. In the case of agriculture, 
the benefits come principally from taxpayers. Of course, con- 
sumers and taxpayers are one and the same. 

Currently the subsidy principle is thrust into public attention by 
the contentions over farm price-support policy. This has brought 
about a demand for facts and figures relating to subsidies received 
by agriculture, by industry and business, and by labor, down through 
the years. 

The price-support operations conducted by the Commodity Credit 
Corporation in behalf of agriculture are at the core of the subsidy 
issue. The opposition to this farm program, in and out of Govern- 
ment, may have left an impression on the public mind that a subsidy 
is something inborn and inherent with agriculture, and entirely foreign 
to the remainder of the economy. 

It is interesting, therefore, to note that CCC farm price-support 
losses from 1933 to January 1, 1958, have cost the taxpayers less than 
subsidies to business through postal deficits alone during the 10-year 
period 1946-56. 
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Moreover, the losses connected with price supports for farmers have 
amounted to only a fraction of the cost of business-reconversion 
payments, including tax amortization, and other financial aids to 
industry during the past few years. 

The CCC farm price-support losses from the beginning of the pro- 
eram to January 1, 1958, amounted to $5,173,746,788. 

The House Committee on Appropriations published in the hearings 
on the agricultural appropriations bill for the fiscal year 1959 a table 
setting forth certain Federal expenditures in recent years for business 
aids and special services. This showed: 

Mail subsidies (10-year period 1946-56) __..-.....-.-----.-..- $5, 968, 000, 000 

Zusiness reconversion payments (including tax amortization)__.. 43, 262, 000, 000 
Subsidies to maritime organizations (1938 through fiscal 1957)... 3, 500, 000, 000 
Subsidies to airlines (1938 through fiseal 1957) _.-..----.------. 614, 000, 000 

The foregoing shows in excess of $50 billion of subsidy or subsidy 
like benefits to industry, the greater part of which has occurred since 
World War II. The tabulation is meaningful only as an illustration 
since, as heretofore noted, there is no way to arrive at the dimensions 
of the benefits to industry and labor over the years as a result of Gov- 
ernment actions such as the tariff and minimum wage and collective 
bargaining laws. 

A significant part of our industrial establishment operates today on 
Government defense and other noncompetitive contracts, without 
normal risks, and with profits assured. Some 50 of the Nation’s 
largest corporations have received $80 billion in Government contracts 
during the past 5 or 6 years. Such contracts cannot be labeled as 
subsidies to industry, but they do reflect certain Federal financial 
support. It is notable, moreover, that the Government generally 
obtains the industrial materials of defense under contracts drawn to 
assure profits to the producers, whereas the food for the Armed Forces 
is procured generally without reference to profits or losses of farmers. 


SUBSIDIES TO MAGAZINES 


As heretofore set forth, the postal deficits over a 10-year period in 
behalf of business have exceeded the cost of farm price-support pro- 
grams through the CCC during the last 25 years. The Post Office 
Department has made estimates of the annual revenues and costs 
involved in the handling of several larger magazines. These estimates 
were published by the House Appropriations Committee. Revenues 
were found to account for only 35 percent of the cost of handling these 
publications, 





| 
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Here are the Post Office estimates of revenues and costs, for a year, 
along with a third column showing the difference, or amount of sub- 
sidy, involved, as published in the Appropriations Committee hearings: 























Table I 
i i 
Publication Estimated Estimated | Amount of 
revenue | cost subsidy 

OS i on EA een oe din tuintbnininiicielabina ..| $7, 485,000 $9, 494, 000 
Saturday Ever I } 3, 488, 000 6, 069, 009 
Reader’s Dige 1, 082, 000 | 4, 809. 000 
Look n . ittnclpaialacslndntbatt amas | 1, 534, 000 3, 482, 000 
Collier’s (discontinued) _.- eucaathoc cates } 1, 238, 000 | 3, 177, 000 
Ladies’ Home Journal... sae 1, 539, 000 1, 919, 000 
Womens ome Domenie. -. os. cake a cache senses | 741, 000 | 1, 584, 000 
MecCall’s magazine _.- < 1, 097, 000 1, 507, 000 
National Geographic ‘ nee 486, OOO 1, 335, 000 
Good Hous« oS SSeS a - RSL, OOO | 1, 294, 000 
American Home ; ; 623, 000 1, 130, 000 
Better Homes and Gardens ; Segiiats 758, 000 1, 146, 000 
American Monthly.-.-. ; i 326, 000 1, 033, 000 
Coronet Bg Sr ere cr Nae ae eae 180, 000 796, 000 
BUG. acsnausibasodtsctecshidduccustste eae 21, 449, 000 38, 775, 000 

In general, the revenue estimates are based on data from administrative records 


covering the mailings of all issues of these publications for the month of March 
1956, extended to annual revenues on the basis of the number of issues per year. 
However, other mailing periods were used for some of the publications, in com- 
puting mailing revenues and costs to the Government. Representatives of some 
of the publications have contested the Post Office estimates using average costs 
figures, as in the above table. 


FARM PRICE SUPPORTS 


The farm program, which evokes this review of subsidies in the 
total economy, came into being when agriculture was on the edge of 
bankruptcy during the grim depression of the thirties. This program 
was based upon the “parity principle.” It embodies the computation 
of prices at which farm commodities should sell to maintain agricul- 
ture in a reasonable income relationship with other segments of the 
economy. The “parity price’ of a farm commodity, thus, is based 
upon the prices of things farmers must buy—tractors, fuel, fertilizer, 
seed, insecticide, etc.—and the parity price goes up or down with 
the prices of these things, fluctuating as do some wage rates in industry 
that are tied to the cost of living. 

To maintain farm prices at reasonable levels, the Government 
decided to make loans on storable crops at a stipulated percentage 
of parity—never as much as 100 percent. The crops are put up as 
collateral by the individual farmers and, if the farmers do not repay 
the loans by a specified date, the Government assumes ownership of 
the collateral. The Government then stores the commodity and 
moves it into use at times and in a manner that will not depress 
normal farm prices. This is a major aspect of what is known as the 
farm program. 








o> 


The following table summarizes the costs of the CCC price-support 
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operations—first, for the 20-year period 1933 to 1952, inclusive, and, 


second, 


for the 25 


5-year period 1933 to 1957, inclusive: 

















TaBLE II.—Summary of CCC program results from Oct. 17, 1933, through Dec. 31, 
1957 (realized gains and losses) 
Oct. 17, 1933, Oct. 17, 1933, 
Program and commodity through Dec, through Dee, 
31, 1952 31, 1957 
PRICE-SUPPORT PROGRAM (CCC NONRECOURSE LOAN, PURCHASE, AND 
PAYMENT PROGRAMS 
Basic commodities: 
an al a ae a a dln deel nilaisbaekainedenhniibewam $53, 166, 802* $673, 020, 646* 
NUNN ete cscs fp ct ap Solan ens dein veinsn hem eas pal icebchcinen ilior to anes Os nae Rapido ga einrion: 30, 813, 137* 
Cotton | 
Irn SUNN i So al a saad ciclgn ch neti ip asset ened Pekin 6, 146, 942* 
Upland 268, 629, 425 439, 737, 896* 
Export differential 41, 361, 218° 41, 361, 218* 
Puerto Rican . 130, 198*} 130, 198* 
Cotton-rubber barte1 11, 055, 451 11, 055, 451 
Pear 91, 687, 605* 151, 129, 448* 
ala aia reales Th i ch cones ts dns drat RG aleNasaaaisilecla aes esbeiaoe l, $22. 757%] 79, 768, 110* 
Tobacco 4, 585, 150 4, 326, 570* 
W heat 83, 490, 156*} 510, 721, 419* 
Wheat ee ae RS eae | 65, 967, 730* 
eee a a a tl re 13, O11, 290 1, 992, 067, 863* 
Designated nonbasic comm | 
ta a sw 0 lb aeatus eps iglaaciatin amen AA 873, 405") 868, 646* 
Milk and butterfat: | 
Butter eo cated eau hci bi Se an ih anstisaainsiates lie iatieeate anne 48, 286, 347* 430, 421, 755* 
Butter oil | 121, 205, 843° 
Se met I kee iia kcaciceng Shauwrsiss tied 25, 021, 168* 302, 514, 035* 
Mi | 
SR eS LOS itt x 8 Sid Bn, Con cee week 58, 215, 868*| 518, 832, 477* 
Se aii ac akieaecagiewciaaheewis lanai mma aan =— 187, 301, 019* 
CT i oe rata nes 7 g 3, 584, 209* 
I a a 133, 396, 788 1, 563, 859, 338* 
PORT EINE peiedttelotianascisccnasekpamune itinsmagntentoads mane | 478, 080, 248°} 478, 577, 870° 
I ak a 8 eS ie eee 78, 904* 1, 063, 125* 
FN i a Po re in tke eke } 92, 163, 834* 113, 829, 214* 
a rs naiebanamahdeeieeatiele ian 702, 719, 774*| 2, 158, 198, 193° 
Other non ibasic commodities: | 
Barley } 


Beans, dry, 


edible_- 


Castor beans 


Cotton, 


American-Egyptian 


Cottonseed and products 


Eggs 


Flax fiber 

Flaxseed and linsee 
Fruit, dried 
Grain sorghum 
Grapefruit juice 


d oil 


Hemp and hemp fiber-- > 


Hops : a 
Naval stores._......-- 
Oats 

Olive oil 


Peas, dry, 
Pecans 
Rye 

Rye flour 
Seeds 
Soybeans 
Sugar, Puerto Rica 
Sugar beets 
Sweet potatoes 
Turkeys 
Vegetables, canned 


Total 


Exchange commodities 


Total price support 


*Denotes loss. 


edible_... 


n and Virgir 





| "1 06 ‘6 1 





374, 908, 741° 


7 99Re 


i, 220 


1, 013, 32 
10, 151 


5, 173, 7 
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The Commodity Credit Corporation costs, as shown in the foregoing 
table II, bear the brunt of antisubsidy and antifarm program “criti- 
cisms. Generally, these criticisms ignore or obscure the subsidy 
aspects in the rest of the economy. 

The Department of Agriculture prepares a table each year under the 
heading, ‘“‘Realized Cost of Programs Primarily for Stabilization of 
Farm Prices.”” This includes the CCC price supports and other costs, 
many of which have been challenged as not being justifiable charges 
against the farm program. 

The Director of Budget and Finance of the Department has pre- 
pared a cumulative table which is presented by the Department as 
representing costs of programs “‘primarily for stabilization of farm 
prices and income,” for the fiscal years 1932 through 1957, This table 
follows: 

U. S. DEPARTMENT OF AGRICULTURE 
TABLE III.—Realized cost of programs primarily for stabilization of farm prices and 
income, fiscal years 1932-57 


[Millions] 

Commodity Credit Corporation: 
Nonrecourse loan purchase, and payment programs___....._.-.. $4, 603. 0 
Supply, commodity export, and other activities._............._ 2 15. 4 
Interest, administrative, and other general costs_.._........- .. 991. 9 
"RUISEL, CHIC. circuits malar ney a eee oa wala ed 5, 610. 3 
National Woel AGt mURM—G Ls <6.0% cuca ie os eee 63. 5 
InbermaRonnl: WREOS AMTOCTINING 656 tics tec davannd sca sapedinee 899. 2 
Donations of commodities to other nations 2 pescaeaoe _ 384. 3 
Commodities sold for foreign currencies under title I, P ub! ic Law 480_- 931. 6 
Development of foreign agricultural markets, title r -ublie Law 480__ 2. 6 
Removal of surplus agricultural commodities__._......-..-.-------. 2, 154. 3 
NE BG acd siesess oe dk ee nid menial Ee ae Ok eo Ga 1373. 6 
Federal crop insurance .................- ica Sup se carlin ty eagle 203. 7 
Soil bank—acreage reserve program 3 ; aoa seks eZ 518. 3 


Acreage allotment payments under the agricultural conservation pro- 
gram__ 


Acreage allotments and marketing x quota Diicidnanclak mans <ipahe deéubpdaare 177. 6 
Parity payments. .....-.-- a i tds wi sa all se el i ge ae 1, 016. 6 
Retirement of cotton pool partic ipation trus t certifieates____.-_----_- 1,4 
Agricultural Adjustment Act of 1933 and related acts___.__________- 571. 1 


Removal of surplus cattle and dairy products Saki alee! DAE eed 76. 6 
Agricultural Marketing Act revolving fund, and payme nts to stabiliza- 

tion enrporations for loses MICURTOG. ... 5. 5 ecco cemnwdnenms cen 378. 6 
Other functions 


UR hs hea kk See si ah als ws laleald gut scleibadags Polen sided Gbiditsi ated sth te A ee 15, 009. 1 


1 Represents income or minus expenditu 


The first printing of Government Subsidy—Historical Review, in 
June 1954, carried a similar compilation by the Director of Budget 
and Finance of the Department of Agriculture, showing that the 
realized cost of programs, ‘‘primarily for stabilization of farm prices 
and income,” for the period 1932 through 1952, amounted to $7,510,- 
400,000. Thus, these costs as set down by the Department have 
doubled in the last 5 years. 

It should be emphasized that certain of the programs embraced in 
the compilation of table ILI, involving large expenditures, result in 
important benefits to other segments of the economy and to many 
people who are not agricultural producers. This is partic ‘ularly true 
with respect to programs for disposal of surplus agricul Itural come 
modities acquired under CCC price support and other stabilization 
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measures. These include Government donations of foods to school 
lunches, to the Veterans’ Administration and to the armed services, 
and to millions of needy people at home and abroad. At this writing 
these foods go to approximately 14 million schoolchildren in the 
United States, 4.5 million needy persons in this country, 1.5 million 
people in charitable institutions, and to an estimated 80 million 
needy people in 85 countries around the world. 

The question, therefore, is: Should this program, where the benefits 
are shared so extensively by the consumers of the food acquired by 
the Government, be charged exclusively against farmers and the 
farm program? 

CREATING PROFITS AND JOBS 


This question would not arise, of course, except in response to the 
steady bombardment of the public mind with implications that farmers 
exist primarily on Government checks and that subsidy is the evil and 
virtually exclusive hallmark of agriculture. 

Manipulation of the language « can foster the impression that 
almost every Government dollar expended in relation to agriculture 
is a subsidy to farmers, while the billions of dollars in Fede ral outls avs 
for nonfarm purposes—creating profits for industry and jobs for work- 
ers—are somehow more respectable and proper. Rarely are they 
labeled as “‘subsidies”’ to those who are benefited. 

During the postwar period from July 1, 1945, through June 30, 1957, 
the United States extended aid totaling $59,998 million to foreign 
governments and international organizations. This aid involved a 
great movement of the products of American industry to other nations, 
meaning profits for industry and jobs for workers in our own country. 
But this is not deemed to be in any way a subsidy to our industry or 
our labor. 

The Government, of course, has expended many more billions of 
dollars in purchases and arrangements for defense purposes. A sub- 
stantial portion of our industry operates without risk and with assured 
profits, in producing for the Government. A sizable portion of our 
labor force is employed in producing for the Government, This is 
not, and should not be accounted as a subsidy. 

However, it must be noted that when the Government ships food to 
other nations, or when it supplies food for the unemployed and their 
families in our own country, or donates food for school lunches, to the 
Veterans’ Administration, and to the Armed Forces, the Government 
books list the charges against the farm program, and in the minds of 
many people this seems to be a subsidy to farmers. 

It should be pointed out also that in the production buildup for 
World War II and for the Korean conflict our industrial expansion was 
underwritten by the Government. Profits in industry producing with 
Government contracts were guaranteed. When no longer needed, 
industrial war plants were recognized as surplusage, and charged off 
to war or defense. After World War II the billions in surplus war 
materials, including trucks, automobiles, and the many other items 
usable in peacetime, were kept off the normal competitive markets, 
to protect industry. All this was not, and should not be, charged as 
a Government subsidy operation. 
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Sut in the case of agriculture, farmers responded to war needs with 
a 40 percent increase in their productive capacity. They paid from 
their own pockets for this vast expansion of their productive resources. 
At the end of World War II and again after the Korean conflict their 
excess capacity was not written off by the Government and charged 
to war. Their surplusages, from a war-generated capacity, still are 
listed on Government books as charges against the farm program, and 
some opinion seems pleased to regard these charges as subsidies to 
farmers. 

“SUBSIDY” BECOMES A CATCHWORD 


From the foregoing there would seem to be a cultivated propensity 
to tie a “subsidy” tag to any Government program that seeks to bring 
the income and living standards of farm families into a parity position 
with the other great segments of our economy. 

“Subsidy” has become the catchword of a drive to break down the 
program of effective price supports for major crops. The drive, with 
support in and out of Government, is succeeding. A ‘‘flexible” sys- 
tem of deteriorating supports is supplanting the stabilizing supports 
which hithe rto had applied to the group of major commodities. This 
has been followed by a general decline in the income structure of 
farmers and, ironically, a \ ast increase in agric ‘ultural “subsidies. 

Comparing 1957 with 1952, total farm production was up 6 percent, 
farm prices down 16 percen it, farm parity ratio down 18 percentage 
points, total farm income down 20 percent, realized net farm income 
at the lowest point since 1942, purchasing power of that farm income 
down 24 percent (lowest since 1940), and the farm population had 
declined from 24,283,000 in 1952 to 20,396,000 in 1957. Farm debt 
has reached a record high, above $20 billion. 

The official reports of the Department of Agriculture show that the 
price-support program, through the CCC, operated for 20 years 
prior to 1953 at an actual profit of over $13 million on the programs 
for the basic crops. ‘The loss on all crop operations at the end of the 
20 years was only $1,064 million (as shown in table IL), whereas 
losses in the last 5 years have amounted to more than $4 billion. 
With price supports at 90 percent of parity for 11 consecutive years 
prior to 1953 the average prices for all farm commodities in the market 
places were at 100 pe recent of parity or better, and farm program costs 
were negligible; whereas, during the following years of constantly 
deteriorating prices, program costs, or “subsidies,” have increased 


fourfold. 


CONCLUSION 


From the foregoing it is manifest that few, if any, areas of the 
economy are untouched by subsidies; that subsidies are as old as our 
Government and long have been used as an acceptable and serviceable 
adjunct to the free-enterprise economy; and that condemnation er 
praise of subsidies as such is academic and unrealistic, without taking 
their public purposes into account. 

In agriculture, therefore, as with industry, business, and labor, 
the true evaluation of subsidies must depend | on the public interest 


being served. 


t 





